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M ergers and acquisitions are a key strategic activityreshaping competition in many industries over the lastdecade. In contrast to the popularity of acquisitions as
a mechanism of corporate strategy, most research on M&A
shows that in the majority of acquisitions, acquirers fail to
achieve positive outcomes. As a result, M&As have often been
viewed with skepticism as the press debates whether a particu-
lar acquisition is motivated by interest in creating economic
value or “empire building.” Research has yet to explore what
makes certain acquirers more successful than others in creating
value from their acquisitions. 
This paper summarizes a research project that examines how
different characteristics of acquirers, their competitive strategy,
operating efficiency, and size affect the performance of their
acquisitions. Based in the U.S. banking industry, this research
also examines the competitive strategies, operating effectiveness,
and acquisition activity of several West Michigan banks, as well
as banks that have entered the West Michigan market through
acquisitions, such as Bank One, Fifth Third, and National City.
This research differs from previous studies of M&A by focusing
its attention on the acquirer and how the acquirer’s strategy,
effectiveness, and size influence its ability to create synergies in
acquisitions. This study is based on the U.S. banking industry. A
single industry setting is necessary to allow benchmarking of
the competitive strategies and operational efficiency of individ-
ual companies against those of its competitors. It also allows for
comparisons between the acquisitions that are similar to each
other and determines a common base for post acquisition per-
formance variation. Although based exclusively in the banking
industry, the methods used in the study are designed to apply to
all industry settings, and the findings are expected to apply to
most industry settings.
Much of the existing research in the fields of strategy and
finance has focused on whether certain types of acquisitions are
in general more successful than others. For example, studies
have examined whether horizontal acquisitions (acquisitions
involving an acquirer and target from within the same industry)
perform better than conglomerate acquisitions (acquisitions
involving acquirers and targets with no commonality). Other
studies have examined the relative performance of related acqui-
sitions (acquisitions where the acquirer and target are related by
having similar customers, production technology, or product
markets) versus unrelated acquisitions versus vertical acquisi-
tions (acquisitions where the acquirer purchases a target within
its supply or distribution chain). These types of studies have
generally resulted in contradictory findings.
Methodology
The study identifies the relative competitive strategy position,
operating efficiency, and size of each of the 8,340 banks or bank
holding companies within the U.S. banking industry. It exam-
ines acquisition performance on 230 horizontal acquisitions
occurring in the banking industry (banks acquiring other
banks) between 1994 and 1995. Based on this data, relation-
ships between acquirer strategy, effectiveness, and size and
acquisition performance were tested using regression models.
The data used in this analysis are taken from datafiles available
from the U.S. Federal Reserve and M&A information drawn
from the journal Mergers and Acquisitions.
The relative strategy position for each individual bank is defined
by its mix of inputs, its product mix, and its aggregate product
pricing. Banks using a mix of inputs (personnel, property and
equipment, funding, and other costs) with low cost relative to
competitors and/or those with low product pricing relative to
competitors are identified as having low cost strategies. Banks
using higher cost inputs, offering premium retail and corporate
services, and having high product pricing relative to competitors
are identified as having differentiation strategies. Banks using a
mix of inputs, products, and pricing are identified as having
mixed or combination strategies. Figure 1 shows graphically the
range of competitive strategy positions with several West
Michigan banks highlighted as examples. 
The relative operating efficiency of individual banks is calculated
based on a process developed by Siems and Barr, economists
with the U.S. Federal Reserve Bank and Southern Methodist
University. This process calculates a ratio of a bank’s interest and
non-interest income and earning assets over its interest and
non-interest expenses and purchased funds. Table 1 shows
examples of the operating efficiency of several West Michigan
banks. The range of bank operating efficiencies within this
sample is a maximum of 1.00 and a low of 0.45 percent.
Operational efficiency is not the result of any specific strategy;
rather, it reflects the fit between a bank’s strategy and its market.
For example, a bank using a low cost strategy may or may not
achieve high operating efficiency depending on whether its bal-
ance of cost and income is sufficient. If its product pricing is too
low relative to its costs, its operating efficiency will be low.
Similarly, a bank using a differentiation strategy may or may not
achieve high operating efficiency depending on whether its bal-
ance of income and cost is sufficient. If its operating costs are
too high relative to its income, its operating efficiency will be
low. This is supported by evidence that shows that both low
cost and differentiation strategies are positively correlated with
operating efficiency.
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Based on this foundational understanding of the relative com-
petitive strategy and operating efficiency positions of all U.S.
banks, the study examines how these characteristics affect
acquisition activity. Existing theory in M&A suggests a number
of relationships between a bank’s strategy and efficiency and its
ability to produce performance improvements in its acquisi-
tions. First, theory suggests that a bank’s competitive strategy
reflects the strength of its capabilities for competing within its
market. For example, a bank that has achieved a high level of
differentiation has developed internal capabilities such as prod-
uct development, marketing, or customer service that can be
utilized in its acquisitions. Similarly, a bank that has achieved a
low-cost position has developed low cost products, operations,
and low overhead, which can be utilized in its acquisitions. 
These existing capabilities are expected to have two effects on
acquisition outcomes: 1) both low cost and differentiation
strategies are expected to contribute to improved acquisition
outcomes, and 2) an acquirer’s type of competitive strategy is
expected to influence the type of post-acquisition performance
improvement realized by an acquirer. For instance, an acquirer
with a high level of differentiation is expected to focus on
improving the revenue generating capabilities of its targets—
improving its products, marketing, and customer service. Low
cost acquirers are expected to focus on driving expense out of
the acquisition targets—generating post-acquisition perform-
ance improvements through reductions in expense. Lastly, an
acquirer’s operating efficiency is also expected to improve its
acquisition performance. It is not expected to be associated with
any specific type (revenue increase or cost reduction) since it is
argued to be independent of an acquirer’s competitive strategy.
Table 1: Operational Effectiveness of West Michigan Banks
(1994–1995)
Bank Level of 
Operating Efficiency
Old Kent 74%
First of America 76%
First Michigan Bank 64%
Michigan National 63%
Comerica 71%
NBD 68%
Bank One 87%
Fifth Third 80%
National City 74%
Results
A regression analysis is used to test these relationships for a
sample of 230 acquisitions. The results largely support these
expectations with some interesting and important unanticipated
findings. (See Table 2 on page 19.) We review these findings in
detail below:
Low Cost Strategies: The analysis shows a significant relation-
ship between low cost strategies and post-acquisition cost
reductions. Thus, acquirers using low cost strategies in day-to-
day competition are able to realize significant reductions in
costs in the operations of the combined companies.
Unexpectedly, the extent of an acquirer’s use of a low cost strat-
egy is also associated with decreases in post-acquisition
revenues. As a result of the declines in post-acquisition cost and
revenue, the net effect of an acquirer’s low cost strategy is not
significantly related to changes in post-acquisition profitability
(changes in ROA).
Differentiation Strategies: On their own, differentiation strate-
gies were not found to have significant effects on
post-acquisition performance, but when combined with ele-
ments of a low cost strategy, the effects become significant.
Mixed Strategies: Strategies that combine elements of low cost
and differentiation were associated with post-acquisition rev-
enue growth. Thus, acquirers using mixed strategies were
successful in achieving significantly higher levels of post-acqui-
sition revenue than other acquirers. Mixed strategies were also
associated with increases in post-acquisition costs. In the case of
mixed strategies, post-acquisition increases in costs exceed the
growth in revenue. As a result, acquirers with mixed strategies
realize negative outcomes from their acquisitions. 
Operating Efficiency: The analysis shows that acquirers with
high levels of operating efficiency are on average more successful in
their acquisitions. Operating efficiency is associated with growth in
post-acquisition revenues. Recall that operating effectiveness results
from a proper alignment between the acquirer’s competitive strategy
and preferences of its external market. This appears to show that
acquiring banks with high levels of operating efficiency focus on
improving the effectiveness of targets by developing or redesigning
products with an emphasis on improving revenue.
Asset Size: Acquirer asset size was also associated with post-
acquisition performance improvements. Larger acquirers were
more able to reduce costs than other acquirers, and this reduction
in costs translated to an improvement in post-acquisition ROA,
giving evidence of economies of scale in the banking industry.
Conclusions
The net results of this analysis identify operating effectiveness
and asset size as the key characteristics contributing to successful
acquisitions in the banking industry. Banks with particular
competitive strategies appear to be influenced by their strategies
to pursue specific types of post-acquisition performance gains.
www.gvsu.edu/ssb/
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Acquirers using low cost strategies achieve cost reductions in
their acquisitions. Acquirers with mixed strategies achieve
revenue gains in their acquisition. But, the performance
improvement driven by the competitive strategies of acquirers
fails to result in overall performance gains from acquisitions. 
Lessons for acquirers: A number of insights and lessons can be
drawn from this research. First, it appears that an acquirer’s
competitive strategy is important to its acquisition strategy.
Acquirers gain partial synergies (cost reductions or revenue
gains) from their acquisitions that are consistent with their com-
petitive strategy. Although the net effect of the performance
improvements associated with an acquirer’s competitive strategy
is not significantly different than zero, acquirers may perceive
these acquisitions as more successful than they actually are.
Acquirers expecting to reduce costs in their acquisitions may
associate realized cost reductions with acquisition success, while
ignoring or downplaying the loss of revenue that also occurs.
This dynamic may also be true of acquirers with mixed strategies
—revenue growth from the acquisition is associated with
acquisition success, cost increases are ignored, downplayed, or
blamed on other events.
Within the banking industry, there are important characteristics
that give acquirers an advantage in making value-creating acqui-
sitions. Acquirers with high operational efficiency and large asset
size are able to achieve significant improvements in profitability in
their acquisitions. In combination, these two characteristics result
in both revenue growth and reduction in costs. 
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Table 2: Acquirer Characteristics Affecting Acquisition Performance
Effect on Post-acquisition Costs Effect on Post-acquisition Revenue Effect on Post-acquisition ROA
Low Cost Strategy Lower Lower No Net Effect
Differentiation Strategy No Effect Lower No Net Effect
Mixed Strategy Higher Higher Lower
Operating Effectiveness Higher Higher Higher
Asset Size Lower Lower Higher
Figure 1
Competitive Strategy Positions
of West Michigan Banks
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